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The proposed separations “tool” is a flawed solution in search of a problem. In
prior filings, the state Joint Board members have endorsed the general concept of a freeze
of separations factors. Rather than establish such a freeze, the state members’ proposal
here is a step backward — a suggested tool to make fundamental realignments of
separations factors because of the growth of Internet usage. But no such change is
necessary. The growth of the Internet does not change the fundamental joint use of
network facilities, and separations rules have long abandoned any effort to establish
artificial links between usage and common line separations factors. Regardless, the
model is flawed: it merely assumes its major conclusions and is not a reliable predictor of

future separations impacts.

! The Bell Atlantic telephone companies (“Bell Atlantic”) are Bell Atlantic-
Delaware, Inc.; Bell Atlantic-Maryland, Inc.; Bell Atlantic-New Jersey, Inc.; Bell
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I The Joint Board Should Adopt A Freeze of Separations Factors

In their earlier report, the state members of the Joint Board recognized that
decreased dependence on separated costs means that a freeze of separations factors is an
appropriate interim policy step on the way toward complete elimination of the separation
of costs by regulatory jurisdiction. In particular, the state members recognized that the
move to price cap regulation, which cuts the link between costs and price setting, has
reduced (if not eliminated) the reliance on separated cost, even for services still under
regulation. See State Members’ Report at 5. The state members also recognized that
some basic separation of costs is still necessary because separated costs would be used to
protect incumbent local exchange carriers from confiscation should regulators attempt to
reduce prices based on a forward looking cost measure that ignores actual costs.> State
Members’ Report at 4. The only way to evaluate a confiscation claim is to examine a
carrier’s actual costs on a jurisdictionally separated basis.

These considerations led the state members to two logical conclusions. First, that
“for at least the next few years” there may be a continued need for “some form of

separations,” but that this need “does not compel the conclusion that any particular form

of separations is required.” State Members’ Report at 6 (empbhasis in original). Second,
they concluded that the Joint Board should adopt an “interim measure” that “minimizes
the anomalies while still providing state and federal regulators with the vital ‘confiscation

liability’ information they require.” State Members’ Report at 15.

2 The FCC has also retained the lower formula adjustment, which, while
rarely invoked, does rely on separated costs as a basis for price adjustments.




Rather than follow-through on their correct conclusion that the Commission
should reform its rules to “minimize” separations anomalies, the state Joint Board
members’ proposal would facilitate create of new anomalies and disrupt ongoing rate
restructuring with major separations changes. There is no need for such disruptive
changes.

In particular, the state members attempt to justify their proposed tool by
referencing two potential separations changes. Neither of these potential changes should
be adopted.’

The state members posit the possibility of a complete restructuring of the
allocation of the local loop as a result of one additional service — ADSL — which makes
use of the local loop. While the state members take no position on such a drastic change,
they speculate that ADSL service could be treated as a “private line service” that is
assigned to the interstate jurisdiction with any voice investment treated as “incremental to
ADSL investment.” Formal Request From State Members at 5, 4. This is a topsy turvey
deviation from the existing separations rules and precedents. As the Commission has
recognized, “separations rules apportion costs among broadly defined classes of services”
and they “are not intended to be sufficiently accurate to identify the costs incurred by
individual services.” Jurisdictional Separations Reform and Referral to the Federal-

State Joint Board, Notice of Proposed Rulemaking, 12 FCC Red 22120 § 26, n.53 (1997).

’ In this Notice, the Commission has only raised the issue of the usefulness
of the proposed “tool” and not the underlying policy question of whether specific
adjustments in the separations rules are appropriate. Bell Atlantic offers these comments
on the adjustments mentioned in the state members’ proposal in support of its position
that there is no need to adopt the proposed “tool.”




In the past, as new services that have made use of the local loop were introduced,
there has been no suggestion that the separations factors should be revamped, regardless
of the jurisdictional nature of the service. For example, Centrex services use loops to
provide a totally new service. Yet no one has suggested that the current assignment of
loop costs should be changed as a result of those (or other) services, nor should they be.
ADSL is no different. To the extent that new costs are incurred as a result of this service,
they are already properly assigned. The advent of ADSL service does not, however,
provide a reason to reconfigure the allocation of basic loop costs.

Maintaining a steady allocation factor makes economic sense. Regulatory
allocation of a shared cost is inherently arbitrary. See Affidavit of William E. Taylor at
19 7-10, Exhibit 1 of Separations Reform Comments of Bell Atlantic (filed Dec. 10,
1997). Thus, there is no economic basis for a reallocation based on the addition of a new
service such as ADSL. Moreover, to the extent the Commission were to artificially lard
non-economic costs onto the offering of new services, it undercuts the incentive to offer
such service in the first place.

The only other attempt made by the state members to justify their proposed model
is to argue that a reassignment may be needed as a result of the growing number of
minutes related to Internet bound traffic. But existing networks do not have the ability to
track the information necessary to make such direct assignment. Without a reasonable
basis for direct assignment, any shift in cost would be arbitrary, and any reassignment of

costs on this basis is unjustified.




IL. The Proposed Model Assumes Its Results

The reason that the state members even mention the drastic separations changes
discussed above is as justification for use of their propovsed model. But even if the Joint
Board should consider such separations changes, which they should not, the model is not
a useful evaluation tool.

The tool purports to track the impact of usage-based separations changes. But
usage is dynamic and the model is static. The only way the model can provide
separations values is by assuming usage levels — the specific variable such a model
purports to measure. Thus, the examples highlighted as representative of potential uses
for the model assume the usage of a switch for interstate purposes, they assume the
interstate usage for message trunks, they assume the proportion of conversation as
Internet and they assume the proportion of ADSL capable loops.* Formal Request at 3, 4.
The end result is that the model is only as good as its assumptions.’

Even if the Joint Board were to divine the correct assumptions — a process wholly
external to the proposed model — those assumptions would only be valid for an instant.
The growth and change in the Internet over the last few years has clearly demonstrated
that static assumptions, no matter how close to current reality, are worthless as measures

of future market changes. Because the model offers no basis for making the necessary

4 Even if reallocation based on ADSL sales were appropriate, which it is
not, it is unclear why the model relies on ADSL capable loops — including those that are
not used to provide ADSL service -- rather than actual ADSL loops.

i The model also bypasses many separations algorithms in favor of some
“short-cut” calculations. Even with valid input assumption, these short-cuts do not
produce consistently comparable results to an actual separations evaluation. For
example, Bell Atlantic ran the identical assumptions on the model and using Bell
Atlantic’s actual separations algorithms. The model results varied widely, with
differences up to 40% from the actual separations results.




assumptions, nor any method to address changes over time, it has no useful role as an
evaluative tool for separations reform.
Conclusion
The Joint Board should reject use of the proposed tool, and instead adopt a freeze
of separations factors until such time as separations of cost by jurisdiction is no longer

necessary.
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